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Both developed and developing economies have showed serious interest in the development 
of domestic and regional bond markets. This interest was motivated by the recurrent events of 
economic crises, due to the over-reliance on the banking system. Therefore, this study investigates 
the macroeconomic and financial determinants of a bond market development, since the economic 
and financial environments play a primary role in the development of any financial market. Panel data 
analysis is employed to investigate the potential relationships. Results identify that financial system 
and most of the macroeconomic factors are positively associated with a bond market development. 
However, the stage of economic development is negatively related to bonds. Hence, policymakers need 
to strengthen and use existing financial system and economic variables to provide reasonable support 
to the development of bond markets. This study empirically analyses some unexplored theoretical 
relationships with respect to a bond market.
Keywords
Foreign capital inflows, macroeconomic factors, financial factors, bond market development
Introduction
The importance of a bond market development was realized by both developing and developed economies 
after the recurrent events of financial crises in the past couple of decades, 1997 Asian financial crisis, 
2007–2008 global financial crisis and 2011–2012 European debt crisis (Asian Development Bank, 2002; 
Kawai, 2007). One of the major reasons for these crises was identified as over-dependence on a domestic 
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for short and medium-term funding opportunities. However, corporate and sovereign entities were used 
to borrow from domestic banks for their long-term investment opportunities, which created mismatch 
between lending and borrowing maturities, and repeatedly led economies to the state of default. In 
addition, excessive sovereign borrowing from banks tends to have crowding-out effect on funding 
available for corporate investment, which badly impedes the investment rate in the economy (Herring & 
Chatusripitak, 2000). Consequently, the time comes when a credit crisis arises, and it becomes difficult 
for the economy to settle debt maturities. Therefore, the local currency depreciates, which creates further 
burden on existing liabilities.
The over-reliance on the banking industry was mainly due to the unavailability of well-developed and 
deeper bond markets in many developed economies until 1990, and most of the developing countries 
until the year 2000. Therefore, the global economies realized the need to reduce reliance on a banking 
system and grow deeper and efficient domestic bond markets. The presence of a developed bond market 
not only provides diversification in sovereign and corporate financing but also enables the economy to 
be better resilient towards financial meltdown (Bhattacharyay, 2013). Moreover, a bond market increases 
the efficiency of the overall financial system of the country (Mihaljek, Scatigna, & Villar, 2002). 
Exchange rates tend to be less volatile, and credit expansion enhances because of bond market securities 
(Mu, Phelps, & Stotsky, 2013). Eichengreen and Luengnaruemitchai (2004) concluded that bond 
securities are appropriate sources to generate long-term financing with a flexibility of local or foreign 
currency, so that the problem of maturity mismatch disappears.
Therefore, the rapid emergence of bond markets is witnessed in developed economies, in general, and 
developing countries, in particular. Both foreign and domestic sovereign liabilities are found against the 
issuance of large and long-term bond issues. Similarly, corporate bonds have gained a great momentum 
in the past one decade. Consequently, improved corporate governance is found because of increasing 
bond issues (Das, 2005).
Furthermore, the importance of a bond market development increases particularly for Asian 
economies. These economies have been engaged in creating infrastructural connection across the 
regional economies, which require huge and long-term finances. Therefore, long-term bonds are the best 
available instruments to generate required finances by using regional resources (Aman et al., 2019). In 
addition, the development of bond markets in developing economies has again attracted foreign capital 
inflows to these economies, which were reversed back before because of the absence of capital markets 
and investment uncertainty (Burger & Warnock, 2007; Jiang, Tang, & Law, 2002; Yoshitomi & Shirai, 
2001). Hence, the development of a bond market is good to battle against economic crisis, convert 
regional savings into investments and attract foreign inflows (Bhattacharyay, 2010). This highlights the 
significance of the study of determinants of a bond market.
On this account, macroeconomic and financial environment of a country plays a critical role in the 
development of a bond market. Favourable macroeconomic factors and financial development stimulate 
the development of the market. For example, a bond market can enjoy scale efficiencies because of large 
economic size. Foreign capital inflows can enhance financial competition in the country, which is good 
for the development of bonds. Bond markets can grow easily if a developed financial infrastructure 
already exists in the country. Therefore, this study on the effects of macroeconomic and financial factors 
on bond market development has enough significance for sustainable development of the market.
Most of the existing studies on the influence of macroeconomic and financial factors on bond market 
development have included common and limited number of factors as explanatory variables. In addition, 
the results of these studies were largely inconclusive with indecisive direction of coefficients of various 
factors. Furthermore, the studies on the effect of foreign capital inflows on bond market development are 
unavailable. Therefore, this study extends the limited literature and contributes to the existing body by 
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incorporating more and new explanatory factors for a bond market development. Particularly, we 
introduce the influence of foreign direct investment (FDI), government consumption spending, current 
account balance and stock market efficiency as new factors not studied before, to the best of our 
knowledge. Moreover, unlike most of the existing studies, we include the sample of both developed and 
developing countries to achieve the results with respect to the size of the economy as well as global 
combined results.
In later parts of the article, the second section outlines the key developments in the bond markets. The 
third section reviews the literature and theoretical discussions, followed by the fourth section which 
describes data and methodology. The fifth section presents the findings. Finally, the sixth section 
concludes the study with policy discussions.
Major Developments in the Bond Markets
The study of Das (2005) mentioned pre- and post-Asian crisis (1997) in the development of Asian bond 
markets. In the period before the crisis, the leader in the corporate bond market was Korea, where 32 per 
cent of country’s corporate financing was generated through bond issues (Davis & Stone, 2004). 
However, domestic bond markets were absent in most of the Asian economies at that time, due to the 
unavailability of long-term funds, inconsistent demand and strict regulations. Nevertheless, the 
importance of bond markets was sooner realized by these economies after the crisis in order to provide 
diversification in the financing mix and support regional budget deficits (Das, 2005). In addition, 
developing countries commonly use bond financing to settle their current account balances.
Therefore, in post-crisis period, Malaysia, South Korea, China, Indonesia, Singapore and many other 
countries seriously came forward with the common objective to develop their domestic and regional 
bond markets. Many sincere initiatives were introduced to achieve the objective. For instance, the New 
Miyazawa Initiative (NMI) was introduced in the year 1999. The initiative was supported by Japan Bank 
of International Cooperation (JBIC) to offer bank guarantee on the interest rates if Asian economies issue 
bond securities. Afterwards, a joint fund, Asian Bond Fund (ABF), was created by central banks of East 
Asia region in the year 2003. US$1 billion was kept in the fund with the intention to buy the sovereign 
bonds issued by the member countries. Later, another initiative was introduced by Asia-Pacific Economic 
Council (APEC) in 2004. The council launched a forum of Asian Bond Market Initiative (ABMI) with 
the intention to cooperate and resolve the hurdle of bond issuers (Ameer, 2007). Altogether, such 
initiatives laid the foundation for the development of bond markets in the region.
Theoretical Relationships and Literature Review
Limited existing literature has discussed some of the determinants of bond markets (see Adelegan & 
Radzewicz-Bak, 2009; Ameer, 2007; BIS, 2002; Braun & Briones, 2006; Burger & Warnock, 2004; 
Fanta, 2017; Fink, Haiss, & Hristoforova, 2003; Godlewski, Turk-Ariss, & Weill, 2013; Herring & 
Chatusripitak, 2000; Sharma, 2001; Thumrongvit, Kim, & Pyun, 2013). The focus of most of the 
prior studies has remained on market sentiments or firm-related characteristics of bonds, like a firm’s 
capital structure, bond pricing and risk and return behaviours. A study done by Godlewski et al. 
(2013) investigated the behavior of stock markets on the announcement of bond issues and found a 
negative relationship.
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The importance of macroeconomic and financial factors for bond market development is also 
highlighted in some of the studies (Bondt, 2005; Korajczyk & Levy, 2003; Mu et al., 2013; Park & 
Shenoy, 2002). In particular, a study performed by Eichengreen and Luengnaruemitchai (2004) found 
that economic size, adequate institutional environment, stable exchange rates and competitive banking 
industry are positively related to a bond market development. However, a bond market is found as 
negatively associated to a large-sized fiscal balance. These relationships were found consistent with a 
later study performed by Eichengreen et al. (2008) in Latin America. Furthermore, a study performed 
later showed that exports of goods and services are positively related to bonds. This is due to the fact that 
investors get attracted towards export-oriented economies. Recently, the study of Asian economies by 
Bhattacharyay (2013) and African economies by Mu et al. (2013) complemented the findings of 
Eichengreen and Luengnaruemitchai (2004).
Furthermore, Burger and Warnock (2007) conducted a study taking 49 markets of domestic bonds as 
a sample. They found low inflation levels as a positive determinant for a bond market. Moreover, they 
also found the positive effect of adequate institutional environment and banking industry on bond 
markets, as same as the findings of Claessens, Klingebiel and Schmukler (2007). On the sample of 23 
sub-Saharan African economies over the period 1990–2008, Adelegan and Radzewicz-Bak (2009) found 
a positive effect of strong law and order environment and a negative effect of low savings on bond 
markets. Next, we discuss the theoretical underpinning of our study relationships.
Theoretically, issuance of financial securities and associated investments are always dependent on a 
variety of economic and financial factors. Bond market securities are also influenced by such factors. 
Theoretical discourse has discussed the issuance of bond securities in the context of capital structure 
theories (Alam, Hassan, & Haque, 2013; Bolton & Freixas, 2000; Graham & Harvey, 2001; Korajczyk 
& Levy, 2003; Nagano, 2010; Shahida & Saharah, 2013). Most prominently, the theory of information 
asymmetry is considered as a foundation behind issuance of bonds. Myers and Majluf (1984) considered 
capital structure and a firm’s investment decision in order to reduce inefficiencies because of information 
asymmetry. They included knowledge factor in the theoretical hypothesis of information asymmetry at 
the time of availing debt financing.
This hypothesis acts as a mechanism while making a financing decision. According to this hypothesis, 
firm’s economic value is known by managers more than the others, as a result of which the state of 
asymmetric information arises. The studies of Klein and Weill (2016) and Halim, How, and Verhoeven 
(2017) argued that firms choose to generate financing through bond securities instead of equity issuance 
when there is higher information asymmetry in the market. Similar conclusion was stated by Nagano 
(2017). Alternatively, managers choose to issue shares when the current prices of outstanding shares are 
overvalued in the market. By this approach, managers satisfy existing shareholders. It is possible, 
however, that the new buyers may ask for price discount because of overvaluation. In such a situation, 
sometimes, managers drop the option of equity financing and switch to a bond financing and, at times, 
deprive a firm from potential beneficial opportunities (Myers & Majluf, 1984).
Moreover, the investment in bond securities can be based on the postulations of neoclassical 
investment theory. This theory includes macroeconomic factors and financial factors as catalysts for 
investment decision. Therefore, based on neoclassical hypotheses, we posit following hypotheses with 
regard to the relationship between macroeconomic and financial factors and bond market development.
1. Impact of FDI on bond market development
Financial openness plays a key role in attracting foreign investment. In this regard, a bond market 
openness attracts foreign capital inflows by means of international debt issues (Bhattacharyay, 2013). In 
particular, economies with large domestic demand trigger more local and foreign investments. However, 
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it is possible that foreign inflows against bond securities may not be used in a bond market, but rather 
deployed for other industrial purposes. Therefore, the potential effect of FDI on a bond market 
development is ambiguous and needs empirical explanation (Aman et al., 2019b). The proxy used for 
foreign direct investment (FDI) is FDI as a share of GDP.
2. Impact of exports on bond market development
Bond market development takes place in a financially competitive environment, and exports of 
goods and services stimulates financial competition in the economy (Bhattacharyay, 2013). The 
existing banking system in the economy tries to oppose the development of the alternative funding 
source, like a bond market. However, the opposition role played by banks becomes ineffective when 
an economy has foreign competition because of exports (Rajan & Zingales, 2003). Therefore, trade 
openness offers support to the development of a bond market. In addition, the demand for bond 
securities remains intact even if an economy is not export oriented in order to meet long-term funding 
requirements (Adelegan & Radzewicz-Bak, 2009). The proxy used for exports of goods and services 
is exports as a share of GDP.
3. Impact of economic size on bond market development
Bond markets grow in large economies due to the availability of scale efficiencies in such economies. 
Scale efficiencies are required for depth and liquidity of a bond market. Similarly, large-sized bond 
issues also come out of large economies, which attract long-term individual and institutional investors 
(Bong & Premaratne, 2018; Mu et al., 2013; Rani & Kumar, 2019). Eichengreen and Luengnaruemitchai 
(2004) argued that investment banks normally invest in the bond indices of large economies, and that the 
holding power of other investors comes from the interest of these investment banks. Furthermore, large 
economies allow frequent buying and selling in a bond market, which results in the form of less price 
volatility and attracts the attention of risk-averse investors. The proxy used for economic size is GDP at 
purchasing power parity.
4. Impact of stage of economic development on bond market development
High income per capita generates high demand for financial securities (Smaoui & Khawaja, 2016). 
Cost of bond financing goes down in economically developed countries due to the availability of reliable 
contracts, efficient institutions, protection of investors’ rights and less volatility. As a result, bond markets 
find suitable environment to develop deeply. In contrast, economically underdeveloped countries inherit 
less creditors’ rights, lack of transparency, inappropriate corporate governance and poor environment for 
investments, which are not good for the development of a bond market (Eichengreen & Luengnaruemitchai, 
2004). The proxy used for stage of economic development is GDP per capita.
5. Impact of interest rate on bond market development
High interest rates make the economic environment uncertain, as a result of which the confidence of 
investors on financial securities goes down. Moreover, volatile interest rates decline the purchasing 
power of long-term maturity bonds (Bhattacharyay, 2013). Therefore, long-term investors will also be 
interested in holding bond securities for a shorter period. Consequently, long-term bond issues will be 
depressed (Mu et al., 2013). The proxy used for interest rate is lending rate as a share of GDP.
6. Impact of government consumption spending on bond market development
Domestic investment is greatly influenced by government policies. Increase in interest rates due to an 
excess government consumption spending has potential to crowd out investment funds from the market, 
which may have negative influence on bond issues. In contrast, government consumption may positively 
influence investments through accelerator effect (Ndikumana, 2000). Hence, empirical explanation is 
needed to elaborate the ambiguous relationship between government consumption spending and bond 
market development (Aman et al., 2019b). The proxy used for government consumption spending is 
government consumption as a share of GDP.
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7. Impact of current account balance on bond market development
Those economies issue more bond issues, which have large negative balances in their national current 
account (BIS, 2002; Eichengreen, 2006; Mu et al., 2013). This implies a positive relationship between a 
current account balance and a bond market development. Additionally, current account openness is 
associated with trade openness, which leads to the development of a bond market. The current account 
balance represents total exports in addition to the net gains on pre-existing stocks of assets and liabilities1. 
The proxy used for current account balance is current account as a share of GDP.
8. Impact of banking system on bond market development
Banking system may play a dual role towards a bond market. Banks normally have great market 
presence, sophisticated and a well-developed infrastructure, and a huge market share. Therefore, as a 
competitor, banks may try to deprive the bond market from a reasonable market share in the financial 
market (Mu et al., 2013). Alternatively, however, since banks also invest and deal in bond securities and 
market the activities of a bond market, there is a great possibility that banks may complement the growth 
of bond markets. The proxy used for banking system is deposit money bank assets as a share of GDP.
9. Impact of stock market development on bond market development
An efficient stock market may help in the development of a bond market through minimizing 
information asymmetry from the market. In addition, a well-developed stock market reduces the cost of 
bond issuance and provides enhanced corporate governance (Demirguc-Kunt & Levine, 1996). 
Furthermore, investors already dealing in equity issues find no difficulty to invest in bond securities 
(Smaoui, Mimouni, & Temimi, 2017). The proxy used for stock market efficiency is market turnover as 
a share of GDP.
Data and Methodology
Table 1. Data Source
Data Indicator Source
Bond data Bond capitalization % of GDP Thomson Reuters Eikon
Foreign direct investment FDI % of GDP World bank (WDI)
Exports of goods and services Exports % of GDP WDI
Economic size log GDP purchasing power parity (PPP) WDI
Stage of economic development log GDP per capita WDI
Interest rate Bank lending rate WDI
Government consumption 
spending
Gov. consumption expenditure % GDP WDI
Current account balance Current account balance % of GDP WDI
Banking system Deposit money bank assets % of GDP Beck et al. (2000), 
Financial development 
dataset
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Description of variables used in the study and their sources are mentioned in Table 1. The study is 
based on panel data with annual observations of 13 countries in total, including both developed and 
developing countries. As per availability of comparable data, Bahrain, Bangladesh, Brunei, Gambia, 
Indonesia, Malaysia, Oman, Pakistan, Qatar, Saudi Arabia, Singapore, Turkey and the USA are included 
in the sample population. Data obtained are unbalanced panel covering the period 1993–2017. Existing 
studies available on the determinants of bond market development (Bhattacharyay, 2013; Eichengreen & 
Luengnaruemitchai, 2004; Mu et al., 2013) have studied more or less similar factors, small time period 
and included only some developing economies. In contrast, our study investigates new determinants for 
bond market based on neoclassical investment theory, covers large time period and include both 
developed and developing economies in order to know if there is any potential difference because of size 
of the economy.
The hypotheses of the study will be tested using the following statistical model:
Y – B X B X B X B X B X Bit t it t it t it t it t it t= + + + + + +° 1 1 2 2 3 3 4 4 5 5 6 X B X B X B Xit t it t it t it it6 7 7 8 8 9 9+ + + + ∂
where, Yit  represents total bond market size as a percentage of GDP of country i in year t; X it1  is FDI as 
a percentage of GDP of country i in year t; X it2  is exports as a percentage of GDP of country iar t; X it3  is 
log of GDP of country i in year t; X it4  represents GDP per capita of country i in year t; X it5  represents 
interest rate of country i in year t; X it6  represents government consumption expenditure as a percentage 
of GDP of country i in year t; X it7  represents current account balance as a percentage of GDP of country 
i in year t; X it8  is deposit money bank assets to GDP of country i in year t; X it9 . represents stock market 
turnover as a percentage of GDP of country i in year t; a °.  is the constant for bond; Bit. is the coefficient 
of regression for explanatory variables and ∂it  is the error term.
Furthermore, we employ modified Wald and Breusch–Pagan tests to detect the presence of potential 
heteroskedasticity and serial autocorrelation problems. Therefore, robust panel model is estimated to 
find robust standard errors in order to resolve these problems. Also, multicollinearity level among 
explanatory variables is checked to remain within statistically allowed level. Therefore, the table of 
correlation between variables is presented to ensure that variables are free from high correlation, which 
may potentially bias the results. Hence, the correlation scores and individual as well as mean values of 
variance inflation factor are achieved within statistically acceptable levels.
Descriptive Statistics
Our study also performs a brief descriptive analysis of bond markets in our selected sample countries. 
The objective of the analysis is to highlight the overall development trend that bond markets have 
followed in these countries. Figure 1 draws the latest trends of bond market developments over the 
period 2001–2017. The aggregate size of bond issuance in our selected countries has attained the volume 
of US$11.293 trillion by the end of 2017. Overall, the rising trend is found in bond markets. Interestingly, 
the markets showed positive growth during and after the global financial crisis of 2008, which confirms 
the central idea of our study that capital markets provide funding opportunities as an alternative to the 
banking system as well as resilient to the economic crisis. The volume of bond issuance in 2017 was 
recorded as 87 per cent growth from the volume of 2001.
The country-wise contribution in the development of bond markets in selected sample countries is 
presented in Figure 2. As of 2017, the USA has issued 90 per cent of total issuance volume over the 
period 2001–2017. It confirms the economic theory that large bond markets are associated with large 
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economies. Malaysia and Turkey, each country contribute about 3 per cent, and each of Singapore and 
Indonesia contribute about 2 per cent. Around 1 per cent of contribution is recorded by each of remaining 
sample countries.
Next, descriptive statistics of outcome and explanatory variables are presented in Table 2. The 
maximum size of our outcome variable, size of the bond market, is recorded at 15 per cent of the 
respective GDP in Malaysia as of 2003. The minimum size for bond market as 0.001 per cent of GDP 
shows that the size of the market is very small in some countries. Moreover, explanatory factors show 
dispersed ranges with high standard deviations for sample countries. Lastly, Table 3 demonstrates the 
values of correlation for our explanatory variables. In accordance with Hair et al. (2010), all values are 
below the threshold level of 0.90. Hence, our model is free from any serious issue of multicollinearity.
Figure 1. Total Bond Issuance in Selected Sample Countries 2001–2017 (in USD millions)
Source: The author.
 











Malaysia Pakistan Indonesia Bahrain Turkey Qatar Singapore Bangladesh Oman US
Series1 2.65 0.57 1.78 0.09 2.71 0.28 1.82 0.26 0.09 89.76
Figure 2. Country-wise Breakup of Bond Issuance in Selected Sample Countries as of 31 December 2017 (in %)
Source: The author.
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Table 2. Descriptive Statistics of Study Variables Over 1993–2017
Variables N Mean Std. Dev. Min Max
Bond 203 2.980 2.832 0.001 14.659
FDI 246 3.732 5.623 −3.965 33.566
Exports 246 58.230 53.641 8.235 231.194
GDP, PPP 246 1.970 + 12 4.180 + 12 2.970 + 09 1.770 + 13
Income per capital 246 34,414 28,775 1,550 129,350
Interest 239 10.582 9.669 0.332 67.000
Gov. Consumption 246 13.777 5.656 4.845 33.195
Current account 244 4.709 11.434 −22.460 48.209
Bank assets 240 64.610 35.577 21.785 173.588
Market turnover 222 73.360 86.104 0.350 502.291
Source: The author.














GDP, PPP −0.26 −0.45 1.00
Income 0.38 0.48 −0.06 1.00
Interest −0.20 −0.28 0.04 −0.37 1.00
Consumption −0.13 −0.08 −0.14 0.60 −0.25 1.00
C. Account 0.51 0.70 −0.30 0.37 −0.24 −0.18 1.00
Bank assets 0.51 0.72 −0.17 0.49 −0.39 0.03 0.41 1.00
Market −0.15 −0.31 0.46 −0.13 0.14 −0.09 −0.22 −0.25 1.00
Source: The author.
Findings of Empirical Analysis
Empirical analysis results are presented in Table 4. There are three columns as per number of estimations 
run. In column 1, the coefficients of effect of macroeconomic factors on bond market development are 
presented. Column 2 presents the coefficients of effect of financial factors on bond markets. Combined 
results on macroeconomic and financial effects on bonds are presented in column 3. Breusch–Pagan 
Lagrange Multiplier (LM) test and Hausman test statistics favoured random effect model as best for 
column 1 estimations; however, pooled model is recommended as the best model for columns 2 and 3 
estimations. Robust standard errors are used to handle heteroskedasticity and autocorrelation issues. 
Reed and Ye (2011) concluded that robust panel model is best to avoid these issues from the model.
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Our results show that bond market development is positively influenced by economic size, exports of 
goods and services, government consumption spending, current account balance and banking and stock 
market development. Therefore, the study supports our hypotheses ‘ii’, ‘iii’, ‘vi’, ‘vii’, ‘viii’ and ‘ix’, based 
on the postulations of neoclassical economic theory as well as empirical justification. This implies that 
export-oriented economies enhance competition in the domestic financial market, which helps in the 
development of a bond market. In addition to that, large economies provide scale efficiencies to capital 
markets, as a result of which bond market development takes place (Bhattacharyay, 2013; Mu et al., 2013). 
Similarly, this is implied from our results that increase in government consumption spending leads to the 
increase in sovereign debt issues, which boost bond market development. Also, since increase in government 
spending may have a crowd-out effect on bank financing for corporate sector, corporate entities increasingly 
announce bond issues to fulfil their financing requirements and investments (Ndikumana, 2000). Current 
account openness of a country also has positive effect on a bank market by means of extension in domestic 
credit and financial markets (Chowdhury, 2011; Gupta, Pattillo, & Wagh, 2009). Furthermore, we find that 
the existing financial system, banking sector and stock market complement the development of bond 
market. Banks market and trade in the activities of bond market, and well-developed stock markets provide 
facilities of improved corporate governance, information sharing and market awareness to the bond markets 
(Demirguc-Kunt & Levine, 1996; Eichengreen, 2006; Mu et al., 2013).
Table 4. Results, Dependent Variable: Bond Market Development





Econ size 0.937* 0.075 0.675***
(0.544) (0.181) (0.168)
Income per capita −1.420 −1.069***
(0.891) (0.340)
Interest rate −0.052** −0.028
(0.022) (0.018)
Gov. Consumption 0.314* 0.162**
(0.163) (0.067)
Current account 0.113 0.070**
(0.069) (0.028)
Bank assets 0.034*** 0.027***
(0.006) (0.006)
Market turnover 0.003 0.004**
(0.002) (0.002)
Constant −14.314 −1.748 −10.494***
(12.084) (3.761)
(Table 4 Continued)
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Explanatory Variables (1) (2) (3)
R2 34.78% 36.61% 47.21
Wald chi2 110.44 (0.000) 29.15 (0.000) 160.95 (0.000)
N 198 195 190
Hausman RE*** Pooled Pooled
Source: The author.
Notes: *, ** and *** Indicate significance at 10%, 5% and 1%, respectively. Standard errors shown in parenthesis.
In contrast, the study finds negative effect of stage of economic development on a bond market. 
Existing literature shows a similar result for total bond (Eichengreen & Luengnaruemitchai, 2004), 
government bond (Bhattacharyay, 2013; Mu et al., 2013) and private bond (Adelegan & Radzewicz-Bak, 
2009). This result is against underlying theory, and it extends the conceptual understanding that the 
demand for bond securities follows economic development stage only when there is better institutional 
environment in the country (Eichengreen & Luengnaruemitchai, 2004).
Our combined results (column 3) are consistent with separate coefficients (columns 1 and 2). This 
confirms the respective influence of macroeconomic and financial factors on bond market development. 
Both macroeconomic and financial factors have individual importance for a bond market.
Robustness Tests
We check the robustness of our results and analyse our main model again with subjective modifications. 
We include two dummy variables in the model. First dummy variable has value as 1 if a sample country 
belongs to a high or upper-middle-income countries group, and 0 if a country is low or lower-middle-
income country. We consider high and upper-middle-income countries as one group, and low and lower-
middle-income countries as another group. We bifurcate our sample into high- and low-income countries 
using income classification methodology of World bank.2 From our sample, high-income countries are 
Bahrain, Brunei, Malaysia, Oman, Qatar, Saudi Arabia, Singapore and Turkey and the low-income 
countries are Bangladesh, the Gambia, Indonesia and Pakistan. Similarly, second dummy variable has a 
value of 1 if a sample country is a developed country, and 0 if a sample country belongs to a developing 
country. International Monetary Fund’s income classification (2017)3 is used to divide our sample into 
developed and developing economies. Therefore, developed countries are the USA and Singapore, and 
the remaining 11 sample countries belong to developing countries. We use two different classifications 
to find the consistency of results.
Since our study sample contains mix of high-income and developed countries as well as low-income 
and developing countries, the dummy variables used to separate these countries into their respective 
groups will give an additional benefit of in-depth knowledge of our study relationships. That is, whether 
the behaviour of bond market development in response of macroeconomic and financial factors is the 
same for all type of economies or it changes with the respective income or development nature of the 
country. The statistic of Breusch–Pagan Lagrange Multiplier (LM) recommends pooled model as a 
suitable model for our robust model estimation.
The robust model results (Table 5) conclude insignificance of our both dummy variables. The value 
0.337 is the probability value for income-related dummy variable, and 0.874 is the probability value for 
(Table 4 Continued)
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development-related dummy variable. As a result, both the dummy results consistently conclude that 
bond markets respond against macroeconomic and financial factors in the same way in both high-income 
or a developed country and low-income or a developing country. Our main results (Table 4) are supported 
by the robustness results.
Furthermore, since the USA is the largest issuer of bonds in our sample, about 90 per cent of the 
total, we exclude the USA from the sample and check the study relationship within the remaining 
countries. This modification will allow us to identify any influence of the USA in our main results 
(Table 6). By comparing our main results with the robust model results, we find that our main findings 
are largely consistent, and the effects of macroeconomic and financial factors on bond market 
development are unchanged. However, though the signs of economic size and stock market remain 
same, these variables have become insignificant for the bond market after excluding the USA. The 
USA is the largest economy in our sample, and the country has capital market–based economy (unlike 
most of the other sample countries, which are mainly bank-based economies); therefore, the 
significance of economic size and stock market for a bond market in our main results (Table 6) was 
mainly because of the USA.




Coefficient Std. Error  Probability
Constant −9.269* 5.214 0.075
FDI −0.038 0.041 0.364
ESIZE 0.313* 0.187 0.094
EDEV −0.00004*** 9.60 0.000
EXP 0.010 0.007 0.201
INT −0.033* 0.020 0.094
GCON 0.096* 0.057 0.095
CACC 0.110*** 0.029 0.000
BSIZE 0.041*** 0.008 0.000
Market 0.003* 0.001 0.062
Income dummy 0.625 0.651 0.337
Develop. dummy 0.109 0.687 0.874
R-square 55%
F-Stats (Prob.) 220.10 (0.0000)
Observations 190 
LM Test Prob. (1.0000) 
Source: The author.
Notes: * and *** Indicate significance at 10% and 1%, respectively.
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Table 6. Robustness Results (excluding the USA), Dependent Variable: Bond Market Development
Variables
Pooled Model
Coefficient  Std. Error Probability
Constant −8.182 5.504 0.137
FDI −0.040 0.042 0.345
ESIZE 0.258 0.198 0.192
EDEV −0.00004*** 9.600 0.000
EXP 0.012* 0.007 0.079
INT −0.020 0.019 0.279
GCON 0.126*** 0.046 0.006
CACC 0.115*** 0.029 0.000
BSIZE 0.043*** 0.007 0.000
MARKET 0.003 0.002 0.127
R-square 55%
F-Stats (Prob.) 194.46 (0.0000)
Observations 165 
LM Test Prob. (1.0000) 
Source: The author.
Notes: * and *** Indicate significance at 10% and 1%, respectively.
Conclusion and Policy Suggestion
The development in the bond markets was witnessed in both developed and developing economies after 
the failure of the banking system in the form of the repeated economic crises. Global economies understood 
that having well-developed bond markets are necessary to make financial markets vibrant and global 
economies more resilient to the economic debacles. Therefore, both sovereign and corporate sectors have 
been increasingly issuing bond securities to meet their long-term funding needs. In this regard, the purpose 
of this study was to provide academic support to the rapid growth of global bond markets by investigating 
their macroeconomic and financial determinants. The significance of this study is based on the fact that 
the bond markets grow in the context of macroeconomic and financial environment.
This study found that exports of goods and services, economic size, government spending, current 
account balance, banking sector development and stock markets have positive and significant effect on 
bond market development. However, bond markets react negatively to the stage of economic development. 
Our results largely imply that sound economic environment is suitable for developments in bond markets. 
Most importantly, banking sector development and stock markets do not compete with and hamper the 
growth in bond markets.
The foremost policy suggestion that comes out of our results for countries interested in developing 
bond markets is that, although the failure of over-reliance on the banking system gave rise to the 
emergence of bond markets, the existence of banking infrastructure itself complements bond market 
development. Therefore, the need of the hour is not to discourage a banking sector; rather, use this sector 
as a tool to provide support to the bond markets. Similarly, a bond market and a stock market are 
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co-partners of a capital market; therefore, regulatory authorities can use the steps taken for the efficiency 
of a stock market as a possible mechanism for the efficiency of a bond market. From macroeconomic 
front, our study suggests that openness of an economy in the form of trade openness and current account 
openness is suitable for the development of a domestic debt market. Moreover, issuing bond securities 
for export refinancing schemes and negative current balances will provide additional help to the bond 
market. In addition, government borrowing is going for bond markets; however, it should make sure that 
the funds obtained against sovereign debt issues may be utilized for developmental and welfare projects, 
and debt repayments should be carefully managed in order to avoid negative effects on a bond market 
because of a default or redundant delays. Lastly, most of the countries interested in the development and 
depth of their domestic bond markets can learn from the experience of the USA, the largest bond issuer, 
to streamline required infrastructure and regulatory environment.
Future research can be incorporated by introducing more determinants of bond markets. For instance, 
the effect of remittances, external debt, interest rate spread and exchange rate policy can be checked on 
bond markets. This will contribute in the literature to know about other determining factors of bonds. 
Additionally, a sample of the study can be regionally specified to achieve specialized behaviours, like 
Brazil, Russia, India, China and South Africa (BRICS) countries, Association of Southeast Asian Nations 
(ASEAN) countries, etc. This will enable us to design specialized policies for different geographical 
regions in accordance with respective results.
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